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KEY ECONOMIC INDICATORS 

(US $ Millions Unless Otherwise Stated) 
A B C D 
1972 1973 1973/72 1974 


% Change 

INCOME. PRODUCTION, EMPLOYMENT 

(1) GDP at Current Prices 14,767 17,864 ; N/A 
(1) GDP at Constant 1968 Prices 12,471 13,212 é N/A 
}) Per Capita GDP at Current Prices 1,324 1,551 ; N/A 
1) Disposable Income 12,350 14,700 i N/A 
(7) Employment 2,994 3,129 ; N/A 
§2) Plant and Investment Equipment 3,637 4 5486 : N/A 
2) Avg. Industrial Wage (Blue 


Collar, US $ monthly) 234 310 : N/A 

(1) Industrial Production, excl. 

Petroleum Refining; 

Index (1968 = 100 147.0 174.7 ‘ 
) Crude Petroleum (1,000 b/d) 3,220 3 5366 2,998 
| Iron Ore (Mill. of MT) 17 22 20 

Cement (Thous. of MT) 2,982 3,412 2,348 

Motor Vehicles (units) 88,674 96,951 ; N/A 
alue of Construction Permits 


Granted 375 412 ‘ 226 


(3) a 
{3} 
(5) a) 
(4) Vv 


MONEY AND PRICES 
Money Supply 3,921 4,862 ‘ 55557 
Public Debt Ouistanding 1,576 1,660 g 1,507 
External Debt 911 910 : 763 
Commercial Bank Prime Rate (4%) 10 10 ; 11 


Retail Price Index (Caracas) 114.1 120.1 , 130. 
Wholesale Price Index 111.5 123.8 145. 


FOREIGN SECTOR 

(1) Gold & Foreign Exchange Reserves 1,667 2ST 55314 
(1) Balance of Payments (+ = surplus) 233 543 N/A 
(1) Balance of Trade 1,439 2,753 . N/A 
(1) Exports (FOB) 35,782 5.3t3 , N/A 
(6) U.S. Share 1,298 1,625 . N/A 
(1) Imports (FOB) 2,343 2,840 : N/A 


(6) U.S. Share 92h 1,033 ‘ N/A 


Key Economic Indicators - December 1974 

Sources: 

(1) Central Bank ° 

2) Ministry of Labor 

(3) Ministry of Mines and Hydrocarbons 
te Venezuelan Chamber of Construction 

5) Chamber of Automotive Vehicle Industry 
(6) Highlights of Exports and Imports (U.S. Commerce) 
(7) Presidential Message - CORDIPLAN 





SUMMARY 


Venezuela's oil-based economy continued to prosper 
significantly in the first three quarters of 1974. The 
increase in production, although substantial in many key 
sectors other than petroleum, did not fully reflect the 
increase in economic strength. Petroleum production was 
intentionally reduced somewhat, but the quadrupling of 
petroleum prices in the past two years has greatly 
enhanced Venezuela's foreign purchasing power and its 
potential for economic growth. For example, gold and 
foreign exchange reserves doubled in the first nine 
months of the year and the government's 1974 budget was 
increased threefold over its original level to reflect 
increased income from the petroleum sector. 


As a result of the sudden increase in Venezuela's 
resources, the new administration of President Carlos 
Andrés Pérez faces an extraordinary opportunity to 
achieve many of the nation's long-cherished social and 
economic goals during his five-year term of office. 
President Pérez, who has a solid electoral mandate, has 
successfully launched a comprehensive new economic policy, 
making use of extraordinary decree-issuing authority 
granted by the Congress. Presidential decrees have 
affected almost every aspect of Venezuela's economic life, 
from reversion to the State of the multi-billion dollar 
oil industry to stimulating employment by requiring that 
automatic elevators carry attendants. Inflation is the 
most serious immediate obstacle to the government's 
program. Current double-digit annual cost of living 
increases are in part a reflection of price increases 
abroad, but internal inflationary pressures have also 
increased. The government has segregated a large portion 
of its petroleum earnings for investment abroad in an 
effort to counter their inflationary impact and to preserve 
such resources for future development needs. 


Venezuela's economic boom will provide exceptional 
opportunities for United States exporters, especially 
for products associated with the government's develop- 
ment priorities. Prospects for foreign investors are 
considerabably less certain. Negotiations for nation- 
alization of foreign iron ore producers were concluded 
in December 1974 and the government has announced that 
reversion of the concessions of foreign oil companies 
will be accelerated to take place in 1975 rather than 
at the end of their contract periods (mainly 1983-1984). 
Venezuela's entry into the Andean Pact also will require 
that extensive foreign holdings in other types of enterprises 





be reduced significantly. While there are good grounds 
for believing that these adjustments can be made amicably, 
they have given rise to some apprehension regarding 
investment prospects. Nevertheless, government spokesmen 
have emphasized the continuing need for the transfer of 
technology which accompanies foreign investment and have 
expressed a particular desire for such investment which 
creates new jobs, especially in depressed areas, and 
promotes the nation's exports. In summary, there are 
many opportunities for profitable foreign investment in 
Venezuela but they will have to be made in the context 

of ever increasing Venezuelan participation and direction. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Two significant developments have converged this year 
which greatly have influenced the course of the Venezuelan 
economy both domestically and internationally. First 
President Carlos Andrés Pérez, who has begun his admin- 
istration with an overwhelming electoral mandate both for 
himself:and his party in Congress, has the determination 
to transform and stimulate the economy in order to make 
it responsive to the needs of the Venezuelan people. 
Second, the dramatic increase in oil prices has given the 
government the resources and independence necessary to 
carry out its program based on the principle "democracy 
with energy." 


Realizing that he has only the constitutional five- 
year period to achieve his economic goals, President Pérez, 
during his first seven months in office, has initiated a 
plethora of economic bills and decrees which, while leaving 
the business community gasping for breath, has the general 
support of the people and most sectors of the economy. 

The main elements of the new economic program include: 
1) a more equitable distribution of the nation's wealth 
through general wage increases (as high as 25% at the 
lower income level), higher minimum wage levels, unemploy- 
ment insurance, and widespread controls on prices of 
basic necessities; 2) state ownership of Venezuela's 
basic resources through acceleration of the reversion of 
the oil industry (by the end of 1975 instead of 1983), and 
immediate steps toward nationalizing the iron industry 
Se gear of by 2000); 3) Venezuelan ownership (minimum 
0%) within three years of foreign firms engaged in 
sensitive industries, including electricity, television 
and radio, publication in Spanish, domestic transportation, 
professional consultation and services, and internal com- 
mercial distribution; 4) reduction of foreign ownership 
to 49% within fifteen years of all other new foreign 
investment or existing foreign investment which wishes to 
take advantage of the Andean Pact benefits; 5) establish- 
ment of an Investment Fund to absorb 50% of increased oil 
revenue and invest primarily abroad in order to avoid 
domestic inflationary pressure and assure future financial 
returns; 6) stimulation of agriculture and industry 
through fiscal incentives and establishment of new credit 
funds; 7) revision of contracts with Japan to build new 
aluminum plants with a view to giving Venezuela increased 
participation; and 8) revision of gold mine contracts with 
a German consortium in order to cede title to Venezuelan 
miners. 





In order to implement his new economic program with 
minimum delay, President Pérez requested and received 
Congressional authorization to impose economic measures 
by decree rather than through legislation. Impatient 
with the economic progress made thus far, President Pérez 
delivered a major policy speech on September 5 in which 
he announced, among other measures, the expansion of price 
controls on basic commodities and new fiscal incentives 
and subsidies to stimulate construction of dwellings for 
low income families, and production in agriculture and 
industry. The shortage of basic raw materials and food- 
stuffs and the necessity of importing them at inflated 
prices were cited as the main problems facing the nation. 
Obviously the government will continue to use a portion of 
its increased oil revenue to subsidize the importation of 
raw materials in order to relieve bottlenecks in the 
economy. 


GROWTH RATE OF ECONOMY 


Since the beginning of 1973 the Venezuelan economy 
has experienced a considerable growth of income resulting 
primarily from the increase in volume and prices obtained 
for its petroleum and iron exports. While there has been 
an intentional reduction in crude oil output in 1974 
compared with 1973, this reduction has been more than 
offset by higher petroleum priccs. 


In 1973, according to the revised calculations of 
the Central Bank, Venezuela's gross domestic product was 
$17.9 billion in current prices, or 21.0% higher than 
1972. In constant 1968 prices the growth rate was only 
5.9%. Although the resulting GDP deflator is calculated 
to be 14.2%, this figure does not represent merely the 
inflation rate in Venezuela inasmuch as a significant 
portion of the GDP deflator is attributed to the increase 
in price of Venezuela's main export product, petroleum. 
While the value of petroleum production, including 
refining, increased only 5.8% in 1968 prices, in current 
prices the increase was 50.6%. Likewise in the case of 
mining, primarily iron for export, the increase in 1968 
prices was 24.2% while the increase in current prices 
was recorded to be 49%. Since the increase in foreign 
exchange earnings resulting from external price increases 
of its exports enables Venezuela to obtain a real increase 
in the volume of its imports, the simple calculation of 
the growth rate in 1968 prices of 5.9% considerably under- 
states the real improvement in Venezuela's economic 
situation. 
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In 1973 per capita gross domestic product in current 
rices increased 17% over the previous year and reached 
1,551, which is by far the highest in Latin America and 

compares favorably with many industrialized countries. 
The increase in 1968 constant prices was only 2.5%, but 
again for the reason stated above this figure understates 
the real growth. 


Non-extractive sectors of the economy experienced a 

much more moderate rate of real growth. In constant 1968 
prices agriculture grew 5.8%, industry 8.3%, construction 
10.8%, transportation and communication 5.3%, commerce 5.0%, 
and services 5.5%. In terms of current prices these 

sectors experienced the following growth rates: agriculture 
19.8%, industry 30.6%, construction 20.7%, transportation 
and communication 11.7%, commerce 11.6%, and services 10.2%. 


The limited statistics available for 1974 indicate 
continued modest growth in volume of output for the domes- 
tically oriented sectors, a decrease in petroleum produc- 
tion and a considerable increase in the production of iron 
ore. Whereas crude petroleum output averaged 3.37 million 
barrels per day in 1973, the average in 1974 through 
September 25 has been only 3.03 million barrels per day. 
On the other hand, a 32% increase in the production of 
iron ore during the first seven months of 1974 was 
reported compared to that period in 1973. The average 
monthly index for the value of manufacturing (excluding 
petroleum) during the first seven months of 1974 has 
exceeded the monthly average for 1973 by 14.3%. The 
average monthly production of electricity for the first 
five months was 13% higher than that for 1973. 


Despite the decrease in production of petroleum in 
1974, the increase in the price level will result in 
gross domestic income attributed to petroleum and natural 
gas of over $10 billion or almost three times the 1973 
level. On this basis the 1974 gross domestic product 
would be at least $25 billion in current prices, representing 
an increase of 40% over 1973. 


PRICES 


After several years of relative price stability, 
Venezuela is now experiencing the double digit inflation 
rate which has been affecting other countries, including 
the industrialized ones from which Venezuela obtains most 
of its imports. During the period 1968-1972 the general 
price index increased at an annual average rate of about 
2.5%. In 1973 the rate jumped to 11%, and, for the first 
seven months of 1974, the index increased 10.2%,or at an 
annual rate of 17.5%. 
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However, in the month of July alone the food index 
increased 10% and tobacco and beverages 9.3%. Despite 
rigid price controls the cost of living in the metro- 
politan Caracas area increased 3.8% in July. During 
that month, the last for which statistics are available, 
the price of meat increased 29%, fowl 24%, milk products 
13%, sugar products 13%, tomatoes 12%, children's clothing 
5%, and services 17%. Based on general observation there 
has been no abatement in the trend of rapidly increasing 
prices reflected in the official statistics through July. 


Whereas inflation formerly was largely imported, it 
is noteworthy that for the first six months of 1974 the 
price of domestically produced goods increased 6% while 
the price of imports rose only 3%. This reversal of 
trend is attributed in part to the fact that domestic 
producers who are heavily dependent on imported inputs 
have ceased absorbing cost increases and have transferred 
them to consumers. 


EMPLOYMENT AND WAGES 


The labor force in Venezuela is estimated to be 
approximately 3.5 million. In 1973, the most recent period 
for which statistics are available, the official unemploy- 
ment rate was reported to be 4.9%; however, disguised 
unemployment is considerably higher. In his April 29, 
1974, message, President Pérez said there are 600, 000 
unemployed or underemployed Venezuelans, which translates 
to a rate of almost 20% of the labor force. He also 
noted that another 600,000 earn less than BS 250 ($58) 
per month. Despite the importance of the extractive 
industries' contribution to the gross domestic product, 
they provide only 1% of employment, while agriculture, 
which constantly has been declining in economic impor- 
tance, provides 22% of total employment. The other 
major sources of productive employment are manufacturing 
17%, and construction 6%. Transportation and communica- 
tions contribute 7%, commerce 18%, and other types of 
services 27%. 


At the beginning of 1974 average monthly wages for 
unionized labor were $310 for blue collar workers and 
$670 for white collar; however, there is a wide disparity 
between high-paid and low-paid occupations. For example, 
in the petroleum industry blue collar workers averaged 
$580 per month and white collar workers over $1,000, while 
workers in the shoe industry earned only $150 and $390, 
respectively. The demonstration effect of the petroleum 
industry has kept total wages in Venezuela high in relation 





to other Latin countries, a factor which has contributed 
to relatively calm labor-management relations. 


New labor regulations which were put into effect 
February 1, 1974, extend to agricultural workers the same 
benefits enjoyed under law by urban workers, including 
annual paid vacations, separation pay, advance notice to 
terminate a contract, a year-end profit sharing bonus, and 
an eight hour work day. Other provisions of the new regu- 
lations of particular interest to foreign businessmen are: 
1) at least 75% of the entire labor force must be 
Venezuelan citizens, and foreign workers and employees may 
not receive more than 25% of total compensation; and 2) 
heads of industrial relations, personnel, captains of 
vessels or aircraft, foremen, or persons exercising 
similar functions must be Venezuelan citizens. The new 
regulations also define the manner in which the enter- 
prise's profits should be calculated for year-end profit 
sharing. Firms showing no profit for the year are 
obligated to pay their workers and employees fifteen days 


pay. 


The most significant parts of President Pérez' new 
economic program affecting labor include an across-the- 
board wage increase of 5 to 25% for all workers, public 
and private, earning less than $1,160 per month, and the 
establishment of a nation-wide minimum wage applying to 
all workers, including the agricultural sector. While 
wages in the urban areas generally have been well above 
the established minimum of $3.50 per day, the measure is 
having considerable impact in rural areas. In order to 
increase employment there must be attendants for all 
elevators and public lavatories. Also, the government 
has planned new public works projects and has provided 
funding to various autonomous institutions designed to 
promote small, medium, and large scale industrial develop- 
ment. On September 20, 1973, President Pérez installed 
a mixed commission to recommend other measures to increase 
employment. 





PETROLEUM 
Production 


Petroleum production has continued to decline during 
1974. Average daily production for the first nine months 
of the year was 3,024,211 barrels, some 341,272 barrels 
per day less than the same period of 1973. Durin 
September, 1974, production averaged less than 2.8 million 
barrels per day. The bulk of the reduction came in two 
stages as measures imposed by the Venezuelan government. 
In mid-April a five percent cutback was ordered to conserve 
natural gas being vented or flared. This led to a reduc- 
tion of slightly over 200,000 barrels per day. In late 
August an additional 100,000 barrels per day cut was 
ordered, which was justified as necessary to eliminate 
excess supply. The Minister of Mines announced in 
September that as a result of conservation action, only 
two percent of natural gas produced would be flared by 
the end of 1974. Officially, the Venezuelan government 
has said that no further cutbacks are planned for the 
remainder of 1974 and predicted the possibility of a 
slight increase in production to meet anticipated winter 
demand by the United States and other consumer countries. 
For 1975, the Finance Minister has stated that the 
Venezuelan budget for that year will be based on oil 

roduction of 2.7 million barrels per day, or close to 
00,000 barrels 1? day below the average production 
expected for 1974. 


Exploration 


During 1974 a total of 652 wells were programmed 
for drilling, of which 520 are developmental and outpost, 
and 132 are exploratory. As of the end of September, 
some 354 wells had actually been initiated, of which 330 
were terminated and 24 still being drilled. Of the 330 
terminated, 196 were producing wells. Also at the end 
of September, a total of 28 rigs were active on new 
drilling and another 55 rigs were involved in workovers 
and repair jobs. 


In the Orinoco petroleum belt a total of 32 strati- 
graphic test wells and four exploratory wells are pro- 
grammed to be completed during 1974. A separate section 
of the Ministry of Mines and Hydrocarbons has been 
established recently to administer exploration activities 





in this potentially important reserve. At mid year the 
Venezuelan government announced it would invest Bs 60 
million in development of the Orinoco reserve during 


1975. 


The Venezuelan Petroleum Corporation (CVP) recently 
announced that it will begin in November the final stage 
of geophysical exploration of the Venezuelan continental 
Shelf. To date some six million hectares have been 
surveyed in the Gulf of Venezuela, Coro Bay, La Vela Bay, 
Lake Maracaibo, and the eastern areas of the Orinoco delta, 
Margarita Island, and off the Paria Peninsula. An addi- 
tional 1.5 million hectares of geophysical surveys will 
be carried out in the eastern areas of Barcelona Bay, 
the Gulf of Paria, the Tortuga Islands, and other areas 
of the northern zone. An exploratory program of thirteen 
wells in the La Vela Bay has just been completed by CVP 
with five successful wells. The company estimates 
between 150. and 500 million barrels are in this reserve. 


Creole Petroleum Company reported successful wells 
from a deep drilling program in the cretaceous formation 
of Lake Maracaibo. Ministry of Mines officials predicted 
that these and other wells drilled in the formation could 
add 600 million barrels to present Venezuelan reserves, 
while other private sources predicted even larger reserves 
in the formation. 


The three-year oil service contracts for exploration 
in south Lake Maracaibo between the Venezuelan Petroleum 
Corporation and three foreign oil companies expired in 
July and August, 1974. Shell Company decided to terminate 
its service contract, while Occidental Petroleum Company 
and Mobil are negotiating with CVP to commercialize their 
discoveries. Occidental Petroleum has reported four 
producing wells in its service contract blocks, while 
Mobil has one producing well out of five drilled to date 
in its area. 


Oil Price and Tax Increases 


At the beginning of July, Venezuela increased the tax 
price.of crude and refined oil by an average of 35 cents to 
the present level of $14.43 per barrel. This action was 
taken following the June OPEC meeting in Quito, Ecuador, 
according to the Mines Ministry, to bring Venezuelan light 
crude prices into closer alignment with those from the 
Middle East. 





Following the September OPEC meeting in Vienna, 
Venezuela announced an increase in the oil company 
income tax of 3.5 percent to the new rate of 63.5 per- 
cent. The increase was made retroactive to the begin- 
ning of 1974. Under the new tax formula, Venezuelan 
government take has risen by approximately 41 U.S, cents 
to a total of $9.06 per barrel. Justification for this 
tax increase and its retroactive feature was to reduce 
alleged excess oil company profits and prevent the cost 
to the companies from being passed to the consumer. The 
tax increase raised the level of total revenue for the 
Venezuelan government from the petroleum industry to an 
anticipated Bs 39.6 billion for 1974. 


Nationalization Measures 


On May 16, 1974, President Pérez announced officially 
that private oil concessions would revert to the State 
prior to the termination dates specified in the conces- 
sions. At the same time, he appointed a 36-man Petroleum 
Reversion Commission to undertake a six-month study of how 
nationalization of the industry should be accomplished. 
The commission embraces all sectors of Venezuelan opinion 
and its deliberations have at times been spirited. The 
report of the Commission, encompassing the work of its 
various subcommittees, is expected to be presented to the 
Minister of Mines and Hydrocarbons in November, 1974. The 
report will be of an advisory nature, and not intended to 
bind the Venezuelan government as to the final form that 
nationalization will take. 


In a press conference on July 29, 1974, President 
Pérez provided a time frame for nationalization by 
announcing that reversion would be accomplished within 
one year. This statement has been taken to mean that 
the Venezuelan government will exercise its sovereign 
right to take title to the concessions. The role that 
will remain for the private oil companies must still be 
defined. On August 17, 1974, the Minister of Mines 
appointed Venezuelan observers to the 21 private oil 
companies with operations in the country. The observers 
will serve through the transitional period of nationaliza- 
tion of the industry. They will be the direct link between 
the companies and the government, and their primary func- 
tion is to insure that the reversion takes place with the 
least possible difficulty by maintaining open channels of 
dialogue between both parties. 





MINING 


President Perez' announcement of the intention of 
the Venezuelan government to recover the iron ore con- 
cessions currently held by private U.S. companies over- 
shadowed other mining developments. In his first major 
economic speech on April 29, 1974, the Venezuelan President 
stated his government would assume complete control of 
its raw materials as a first step toward ending exports 
of iron ore, which he said do not benefit the country. 
The purpose of recovering the concessions is to have 
control over the iron ore reserves as Venezuela commences 
large scale expansion of its basic steel industry. 
In agreements signed December 17 the companies agreed to 
give up their concessions effective January 1, 1975. 
Orinoco Mining Company (U.S. Steel) will be paid about $95 
million and Iron Mines Company (Bethlehem Steel) about $21 
million through ten year promissory notes carrying seven 
percent annual interest. The companies are assured mini- 
mum levels of iron ore supplies through 1981 and 1979, 
respectively. Venezuela will therefore continue to export 
substantial amounts of iron ore until such time as domestic 
steel manufacturing requires the curtailment of iron ore. 
exports. 


INDUSTRY 


President Pérez' new policies include sweeping 
measures that will guide the nation's industrial develop- 
ment during his five-year incumbency. A number of themes 
which elaborate the developmental philosophy of the 
administration have since been consistently stressed in 
economic pronouncements. Accelerated diversification of 
the economy is the keystone of the government's policies. 
This will be implemented through greater Venezuelan 
participation in capital investment, especially in the 
sensitive areas of raw materials extraction and processing. 
A corollary is the resolve to increase the amount of 
national value-added to products destined for both the 
domestic market and export. Special emphasis will be 
placed on encouraging agro-industry, small and medium 
industries and artisan enterprises. In addition, the 
government intends to diversify industry geographically 
by stimulating projects in the interior of the country 
away from the traditional population centers. Finally, 
Venezuela is most interested in incorporating modern 
technology in its industrial base. 





The government has created several investment funds 
to make activities in designated sectors attractive and 
lucrative. Besides these incentives, the government will 
channel private investment by means of regulation. With 
its newly acquired wealth, the government will directly 
participate in a number of existing and future enter- 
prises. In other cases, recently enacted legislation 
reserves to Venezuelans a majority or total interest in 
certain economic activities and the present non-Venezuelan 
owners of assets in these fields will be required to 
divest themselves. 


To stimulate smaller industry in areas designated 
priority targets for development, investment funds leve 
been created which will dispense an expected $468 million. 
The government has also adopted a policy of tax exemptions 
for private investors whose plans have been approved in 
these sectors. A further stimulus to the agricultural 
sector exists in the form of guaranteed minimum prices 
for staples. Realizing that it alone has sufficient 
resources for major infrastructure investment in such 
things as rural electrification, highway construction in 
outlying districts, and water control, the government has 
committed itself to an extensive public works program in 
rural areas. These measures portend heightened activity 
across the range of agro-industrial endeavors. While it 
is still too early for all of the programs and policies 
to have an impact, they have created a climate of anticipa- 
tion and activity in this sector which, in recent years, 
lagged behind the general development of the country. 


Undergirding the industrial expansion of the country 
over the next few years is a 300% increase in power genera- 
tion planned by the public and private electric companies. 
Total power demand in 1973 was estimated at 13,000 GWh, 
while the 1978 figure is anticipated to be in the range of 
51,000 GWh. State-owned hydroelectric facilities in the 
Guayana region, at present producing 940 mW, will be 
expanded to a capacity of 3,370 mW. A state-owned company, 
CADAFE, expects to invest a total of $814 million in the 
1974-1978 period. CADAFE at the moment is studying the 
engineering reports for its "Centro" thermo-electric 
plant which will be located at an as yet undecided site 
on the country's north coast and have a capacity of over 
2,000 mW. CADAFE is also studying the construction of a 
nuclear power plant which is scheduled to be completed by 
1985. The government has pushed vigorously in its plans 
to diversify the economic base and increase national 
participation in the iron extraction and steel manufacturing 
field. The administration has announced its intention to 
nationalize the iron and steel industry by the end of 





1974 by purchasing the assets of foreign-owned iron 
mining companies and terminating mining concessions. 
Plans call for increasing the steel production capacity 
of the national company Siderurgica del Orinoco, C.A. 
(SIDOR), from 1 million tons in 1973 to 5 million tons 
by 1980.* It is also planned that a much wider variety 
of steel products will be manufactured in the country, 
enabling it to be an exporter of elaborated steel as 
well as ore and up-graded iron. 


The iron and steel industries are centered in the 
Guayana region which has access to the abundant raw 
materials, hydroelectric power and transportation that 
also make it attractive to other industries. The expan- 
sion of the aluminum reduction plant of Aluminio del 
Caroni, S.A. (ALCASA), and the installation of a new 
facility with a majority Venezuelan interest will bring 
capacity from 40,000 MT to 180,000 MT within the next 
few years. The pace of activity in other industries 
located in this "pole of development" continues to be 
as energetic and ambitious as in the metallurgical field. 


The other "pole of development," El Tablazo on Lake 
Maracaibo, is the center of the petrochemical industry 
which exploits the abundant petroleum and natural gas of 
the region. While a presidential commission recently 
conceded disappointments and mismanagement in the state- 
directed petrochemical industry, the administration has 
not been deterred from pressing forward with existing 
plans nor announcing new ones. The state-owned Instituto 
Venezolano de Petroquimica (IVP) will continue to follow 
the formula of constructing basic plants and infrastructure 
and encouraging joint ventures in downstream operations. 


Besides the ammonia and urea plants, the olefins 
plant and a natural gas plant owned by the state gas 
entity which are already in operation, and previously 
committed joint enterprises, IVP recently announced its 
intention to construct a second olefins facility, expand 
the chlorine soda plant and enlarge the electrical 
generating facilities. New joint ventures will include 
facilities for the manufacture of SBR, high density 
poliethylene, polypropylene, polypropylene tetrameter, 
and two new ammonia plants with a daily capacity of 
1,500 MT. Also under consideration are an olefins 
plant on the Paraguan& Peninsula, an aromatic complex 
at an as yet undecided location in eastern Venezuela 
and the expansion of the ammonium nitrate plant at Moré6n. 


*It is understood that by 1985 the government intends to 
increase production to 15 million tons. 





As one of the major oil exporting countries in the 
world,. Venezuela has committed itself to moving part of 
that and other commodities to international markets by 
means of a national fleet. The government will purchase 
seven tankers in the 60,000-80,000 dwt range for between 
$200 million and $250 million, and have them in national 
service by mid-1975. An additional 14-18 tankers will be 
acquired by 1985. In conjunction with these purchases 
abroad there are various plans under study for the construc- 
tion of three additional shipyards within the country to 
complement that of Puerto Cabello. These yards would 
initially concentrate on construction of smaller coastal 
and fishing vessels. 


Venezuela also intends to gradually develop an 
aeronautical industry focusing at first upon training 
approximately 1,200 technicians and the creation of a 
maintenance center for airframe and engine overhaul. 
Later plans call for parts and components assembly and 
manufacture within the country. 


AGRICULTURE 


The development of the agricultural sector is a 
major Venezuelan goal. The Pérez administration is 
strongly committed to overcome persistent problems and 
move toward self-sufficiency in many food and feed 
products it can grow locally. Furthermore, by developing 
agriculture and improving living conditions in rural 
areas, the government seeks to stem the flow of migrants 
to the metropolitan areas. 


The new administration has implemented several 
nation-wide, government financed programs to stimulate 
agricultural development, including the Law of Remission, 
Reconversion and Consolidation of the Debts of Agricultural 
Producers. This program provides money to small farmers 
to relieve them of past accumulated debts through direct 
forgiveness and loans, with beneficial repayment provi- 
Sions to larger commercial farmers to allow debt consolida- 
tion. In addition, an investment fund will be made 
available for new farm production credits. In total, 

BS 2,000 million (approximately $467 million) will be set 
aside for this credit program. BS 600 million ($140 million) 
have been designated in the 1975 budget bill; the remainder 
will be available in future years. 


Prices to farmers for many agricultural commodities 
were increased by presidential decree in mid-June, 1974. 





This action was taken in response to considerable pressure 
from agricultural producers. Although too late for the 
1974 crop, it is hoped that these new increased prices 
will stimulate agricultural production in future years. 


The outlook for the production of Venezuela's 
major grains, corn and rice, for the 1974 year is about 
450,000 MT and 300,000 MT, respectively. The forecast 
for corn production is down from earlier estimates, while 
rice production is at about the same level. With domestic 
requirements for corn of over 700,000 MT annually, 
Venezuela will continue to import large quantities for 
the coming year. South Africa traditionally has been 
the largest supplier. If rice production reaches the 
expected 300,000 MI, some could be made available for 
export. 


Sorghum is expected to become an increasingly 
important locally produced feedgrain in Venezuela. Pro- 
duction forecasts for this crop run as high as 60,000 MI, 
a substantial increase, if realized, from the 1973 output 
of 15,000 MT. Nonetheless, most of the country's local 
needs will still be imported. 


The sugar production outlook for the remainder of 
the 1973-74 crop has been revised upward from about 
485,000 MIT to 510,000 MT. The increased estimate is 
due to much improved weather conditions. Assuming 
continued favorable weather, 1974-75 sugar production 
could be as high as 575,000 MT. 


Cotton production for the 1973-74 crop year is 
estimated at about 28,500 MT. There is considerable 
optimism that the 1974-75 crop will increase signifi- 
cantly to approximately 33,000 MT, due primarily to 
increased acreage. 


With rainfall back to and exceeding normal levels, 
pasture conditions have improved substantially. This 
should result in greater beef production for the coming 
months. Nonetheless, Venezuela is still forced to import 
sizeable quantities of beef in order to satisfy local 
demand. 


Pork and broiler supplies are now adequate. In 
recent months there has been a serious surplus of eggs, 
and retail prices have been driven down considerably. 





MONETARY AND FISCAL SITUATION 


In 1973 the Central Bank followed a relatively loose 
monetary policy, during which time liquidity in the hands 
of the public increased 25%. This expansive trend 
continued during the first four months of 1974 when 
liquidity increased 13% to a level of $5.5 billion. 
However, after April a restrictive monetary policy was 
instituted, in part to counter inflation, so that by 
the end of July, the latest month for which statistics 
are available, liquidity had been reduced slightly to 
$5.3 billion. 


After July, however, in order to provide financial 
institutions with the resources necessary for develop- 
ment of the non-extractive sectors of the economy, the 
Central Bank adopted expansionary measures designated to 
make more credit available. These measures included: 

1) increasing the loan-reserve ratio of the private banks 
to ten to one (previously the ratio had been eight to one); 
2) permitting discounting of commercial paper over 180 
days instead of 90 days; 3) establishing a mechanism to 
adjust the cost of discount operations by the Central Bank 
to the prevailing market interest rate. 


At the same time the Central Bank established a 
minimum interest rate of 12%, plus 2% carrying charge, 
to be charged by commercial banks and credit institutions 
to foreign-owned firms (firms whose capital is 50% or 
more owned directly or indirectly by foreign individuals 
or entities). 


The Miranda and Caracas Stock Exchanges are in the 
process of merger. A special commission headed by the 
president of the Central Bank has established the terms 
which provide that twenty brokers of the Miranda exchange 
will take seats on the Garacas Exchange which then will 
have fifty seats and be the principal mechanism for 
channelling new security issues into the capital market. 


The budget bill submitted to Congress on October 3, 
1974, reflects the tremendous flow of income resulting 
from the quadrupling of oil prices since the beginning of 
1973. The bill provides for expenditures of $9.7 billion 
compared to $3.4 billion contained in the original budget 
passed for 1974. Nevertheless, the 1975 budget bill 
provides for less expenditures than actually authorized 
for 1974 when supplemental appropriations are taken into 
account. 





The budget bill projects ordinary income of $9.4 
billion of which $8.0 billion would be derived from 
petroleum. Taxes and fees from the internal sector 
would contribute $1.4 billion. The petroleum revenue 
estimate is predicated on an average tax reference 
value of $14.64 per barrel and an average production 
of 2.74 million barrels per day. A ten percent reduc- 
tion in petroleum production projected for 1975 would 
result in petroleum revenue being $1 billion less than 
the $9.2 billion now projected for 1974. Because of 
the increased petroleum revenue, its contribution to 
total government revenue in 1974 will increase to 85% 
rather than the usual contribution of about two-thirds. 
Thus, despite the fact that the government continually 
has cited the necessity of Venezuela becoming less 
dependent on petroleum, the 1975 budget bill indicates 
that dependency is increasing rather than decreasing. 


In addition to ordinary current and capital expendi- 
tures (including public debt) of $5.6 billion, the budget 
bill provides $1 billion for special programs included in 
the President's new economic policy for promoting agri- 
culture and industry and certain areas of industry, as 
well as former programs for subsidizing agricultural 
imports and promoting exports. Finally, $3.1 billion 
has been designated for the new Venezuela Investment Fund, 
which is designed to reduce domestic inflationary pres- 
sures by setting aside a portion of petroleum revenue 
priority for foreign expenditures in: 1) portfolio invest- 
ments; 2) contributions to international lending institu- 
tions; -{ direct investment; and 4) foreign cost for 


domestic development projects, particularly in the fields 
of petroleum, energy, petrochemicals, steel, mining, and 
shipbuilding. The government intends to place 50% of oil 
revenue in the Fund each year hereafter. The Fund is 
reported already to have earned considerable interest on 
its investments abroad. 


The government recently adopted new tax measures 
designed to assist lower income workers and to spur develop- 
ment in certain sectors of the economy. Exoneration from 
the payment of income tax has been granted to individuals 
earning less than $465 per month and a large exemption has 
been granted to those earning less than $1,558 per month. 

A tax exoneration has been established for interest earned 
on loans of a minimum duration of ten years in the areas 

of construction, agriculture, tourism, education, livestock, 
fishing, lumber and certain manufacturing industries. 
Likewise, a tax exemption has been granted on capital gains 
on such investments. 





BALANCE OF PAYMENTS 


A considerable improvement has taken place in 
Venezuela's balance of payments sincc the beginning of 
1973 when export oil prices began their dramatic climb. 
In 1973, the latest period for which comprehensive 
statistics are available, Venezuela achieved a trade 
surplus of $2.7 billion compared to $1.4 billion in 1972. 
An increase in the volume and price of imports was more 
than compensated by the increase in value. of exports of 
Venezuela's extractive industries. On the other hand, 
the service account deteriorated from a deficit of $1.5 
billion in 1972 to $2.2 billion in 1973, primarily due 
to a $629 million increase in net outflow from foreign 
investment earnings. Nevertheless, Venezuela achieved 
an improvement in its current account of $595 million. 


A reduction in net disinvestment resulted in the 
deficit in the capital account being reduced from $176 
million in 1972 to $121 million in 1973, which gave rise 
to an overall balance of payments surplus of $543 million 
compared with $233 million for the previous year. 
International reserves increased Sl million during 
1973, $99 million of which was attributed to a revaluation 
of the gold component from $35 to $42 per ounce. 


While overall balance of payments statistics are 
not yet available for 1974, all indications point to 
another impressive improvement in the current account. 
Even with the ten percent reduction in petroleum produc- 
tion this year, petroleum foreign exchange earnings alone 
should be approximately $11 billion compared to the value 
of total exports in 1973 of $5.6 billion. Despite a 
Significant increase in the value of imports, due in 
part to world inflation, an overall trade surplus of 
close to $7 billion should result. A corresponding 
improvement should take place in the current account. 
While the deficit on capital account undoubtedly will 
increase in part due to movements associated with the 
Venezuela Investment Fund, the surplus in the overall 
balance of payments has thus far increased substantially 
as evidenced by the $2.37 billion increase in foreign 
exchange reserves during the first nine months of 1974. 





IMPLICATIONS FOR U.S. BUSINESS 


The devaluation of the dollar in 1973 and the 
markedly higher prices charged for petroleum products 
late in that year have combined to make United States 
goods more attractive at a time when Venezuela has 
become the beneficiary of an extraordinary income increase 
to pay for them. Last year the value of exports from the 
United States to Venezuela exceeded $1 billion for the 
first time in their trading history. This resulted from 
a 12% increase over the 1972 figure. Preliminary indica- 
tions are that the pace has accelerated even further in 


1974. 


The government plans for purchase of equipment and 
materials abroad should afford United States companies an 
opportunity for large sales in many manufacturing areas, 
but particularly in the government dominated fields of 
metallurgy, petrochemicals, communications, am power 
generation. The agro-industrial sector has been singled 
out for particular assistance and the United States 
should be a natural supplier of much of the equipment and 
know-how that will have to be imported. Large water 
control systems will be constructed in areas presently 
plagued by an excess of water part of the year and a 
dearth the remainder. Easy credit facilities to farmers 
should stimulate the sales of field machinery and other 
farm equipment. As these projects begin to yield results 
a range of food processing packaging equipment will be in 
demand. Health care represents another field with excel- 
lent opportunities for the sale of American products. 
Extraordinary appropriations have been allocated for the 
construction and equipping of medical facilities with 
emphasis on dispensaries and health stations in interior 
cities and rural communities. Construction, materials 
handling, port facilities, metal working, manufacturing, 
and communications are expected to grow at a rate well 
above that of the recent past. Durable and non-durable 
consumer products have benefitted from legislated wage 
increases and tax reduction for lower income groups. 
Suppliers servicing this sector should encounter excep- 
tional opportunities. In particular, the automotive 
industry is producing vehicles at approximately 20% 
above the rate for the previous year. 


While the prospects for the sale of United States 
manufactured goods in Venezuela are probably better than 
they have ever been, ambiguities deriving from Venezuela's 
membership in the Andean Pact and its enabling legislation 
make the future for foreign investment in the country 





Cloudy. The nationalization of the iron mining industry 
and the anticipated take-over of the petroleum industry in 
1975 have been facilitated by the enormous increase in 
income to the government, although the government intends 
to compensate in the form of bonds. 


On the other hand, these new resources could result 
in new opportunities for direct foreign investments and 
joint ventures in secondary and tertiary sectors based 
on government investments in infrastructure in the primary 
sectors, particularly in the petrochemical industry. The 
government has emphasized that it continues to welcome 
foreign investment, especially where it creates new jobs 
and promotes non-traditional exports. 


TRADE PROMOTION ACTIVITIES 


In March, 1974, the Department of Commerce staged a 
metal working and industrial instrumentation exhibition 
which attracted approximately 60 exhibitors from the 
United States. The well-attended event stimulated 
gratifying interest in the American products in these 
fields. Between them they have been estimated to possess 
an import potential of well over $100 million by 1977, 
and in the face of revised development plans may attain 
a Significantly higher level. A recent trade mission was 
composed of high level Indiana legislators, educators, 
and industrialists who met with their Venezuelan counter- 
parts to explore areas of mutual interest and possible 
future collaboration. Earlier in the year trade missions 
representing textile equipment manufacturers and the states 
of Georgia, Washington, and Oregon visited Caracas. In 
addition, there have been several economic missions including 
one headed by the Governor of Mississippi, who confcrred 
with President Pérez. 


The most ambitious U. S. trade promotion effort scheduled 
in the near future will focus on medical and hospital equipment. 
This event will take place June 24-28, 1975. Market research 
indicates that there is a great potential market for such 
products and recent government interest and measures underline 
the importance attached to this crucial sector. Other acti- 
vities include a chemical and petrochemical manufacturing 
equipment trade mission and a regional mission from the Rocky 
Mountain states. Both will be in Venezuela in April, 1975. 





this little booklet - 

can change the lives 

of thousands of _ 
American Indians 


IMDIA \ . 


if it gets into the right hands 


This booklet locates forty Indian industrial parks on reservations from New York to Florida to the 
Pacific Northwest, and outlines the business advantages to locating a plant or offices on any one of 
them. 


Favorable lease terms, significant tax benefits, easy access to markets, abundant natural resources, 
complete planning assistance—and a rich source of willing and able employees are waiting. 


It’s an opportunity to make a most profitable business investment—and change the lives of thousands 
of American Indians. 


But nothing much will happen unless we get this booklet into the right hands. 
Are they your hands, or those of someone you know? 


I’m interested.Send your booklet “Indian Industrial Parks” to me, today. 
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and send a copy to someone | know, today. 
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Office of Public Affairs, Economic Development Administration, Room 7019, U.S. DEPARTMENT OF 
MERCE, Washington, D.C. 20230. ot M 
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CURRENT 
INDUSTRIAL REPORTS 


Keep up-to-date with Bureau of the 
Census data covering over 5,000 
products representing 40% of all 
manufacturing in the United States! 


The Bureau of the Census issues a 
continuing series of more than 100 
monthly, quarterly, and annual reports 
on industrial production...inventories... 
and orders. Broad categories listed 
in the Current Industrial Series include: 


All Manufacturing Industries 
Manufacturers’ Shipments, Inven- 
tories, and Orders 
Manufacturers’ Export Sales and 
Orders 
Shipments of Defense -Oriented 
Industries 


Processed Foods 

Textile Mill Products 

Apparel and Leather 

Lumber, Furniture, and Paper Products 
Chemicals, Rubber, and Plastics 
Stone, Clay, and Glass Products 
Primary Metals 

Intermediate Metal Products 
Machinery and Equipment 


For further information on all reports 
included in these categories, frequency of 
reports, subscription prices, and a 
publications order form, free of charge, 
write to the Publications Distribution 
Section, Social and Economic Statistics 
Administration, Washington, D.C. 20233. 


U.S. DEPARTMENT OF COMMERCE 


Social and Economic Statistics Administration 


BUREAU OF THE CENSUS 








